
Internal Revenue Service 
Director, Exempt Organizations 

Date: dUL24 2001 

*****  *****
*****************
********* * * * ***** 

Department of the Treasury 
P.O. Box 2508 - EP/EO 
Cincinnatf , OH 45201 

Employer Identification Number: - 
***********

Person to Contact * I.D. Number: 
*****************  * ******** 

Contact Telephone P?!'uabern : 
Phone ************ 
Fax ************ 

Dear S i r  or Madam: 

We 'lave ronsldcred yor~r appl~cation for rcc2$!:it?sn of exemption from 
Fcder 3 1 I ncornc t.ax under the provi3ion3 of section 501 ( c )  (3) o? thc 
Interncli hevcriuc Code of 1986 and its applicable Income TAX 
Pc?~lldtrors. Rased on t.he ~~vailahle inf~rmation, we have determined 
ts + you do not quallfy for tne reas,ons set forth on Enclosure I. . . 
Consideration was given to whether you qualifv for exemption under 
other subsectrons ~f section 501(c) of the Code. Howevdr we have 
concl:ide,-i tf,at yod do nct qualify under mother subsection. 

As yoar organiz~tion has not established exemption from Federal income 
:as, I - wii! be necessary for you to file an annuai income tax return 
on F < . :  n i C . 1  i i f  \.ou ,-re a Trust, or Form 1120 if yod are a corporation 
or a n  t;:~incorporatr-d d$sociation. Contributions Co you are not 
d~d:~ctibl~ under section 170 of the Code. 

If yo11 a r e  in agret-ment with cur pr.?pczc: d ~ . ~ i a l ,  ~?.cr?!e sign and 
r e t c r r Z  ane copy n f  the enclcsed Form 6010, Consent to Propcscd Adver3e 
Action. 

You have the right to prot~st this proposed determination if you 
believ? it is incorrect. To protest, you should submit a written 
appeal giving the fact&, ldw and other information to support your 
position as explair;led in the enclosed Publi~ation 892, "Exempt 
Organizations Appe?l Procedures for Unagreed Issues." The appeal must 
be submitted within 3 Q  days from the date of this letter 2nd must be 
si7ned by one cf your principal. officers. You may request a hearing 
w i t h  4 member cf the office of the Regional Director of Appeals when 
 yo^^ f i l u  y ~ u r  aFpeal. If a hearing is requested, you will be 
contactea to arrange a date for it. The hearing may be held at the 
Regiona?'Of f i c e  or, i f  request, at any mutually convenient 
Di~trict OffLce. I f  you are to be represented by someone who is not 
one of lto~lr principal ~fficers, he or she must file a proper power of 
attorney and ctherwise qualify under cur Conference arld Pract. *e 
Requirements as set forth in Section 601.502 of the Statement-. of 
Prceedural Rui2s. See Treasury Department Circular No. 230. 
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If you do not protest this proposed determination in a timely manner, 
it will be considered by the Internal fievenue Service as a faiiuie 'to 
exhaust available administrative remedies. Section 7428(b) (2) of the 
Internal Revenue Code provides, in part, that: 

A declaratory judgement or decree under this section shall 
not bt? iesued in any proceeding unless the Tax Court, the 
'lains Court, or the d i ~ t r i ~ t  court of the United States 
for the District of Columbia doterminea that the 
orgarization involved has exhausted administrative remedies 
available to it within the Jnternal Revenue Service. 

T f  we do not hear from fou within the time spccifie?, thiu will hncome 
our f i n , ~ l  determinat.ion In that event, appropriate : ; t c i t t  off i:la?o 
will be nokified of this action in accordance with the provisionn of 
section 6104(c) of the Code. 

Director, Exempt Organizations 

Enclosures: 3 



ENCLOSURE I 

FACTS: 

Thc organization is applying for tax exempt status under Internal Revcnuc Code section 
50 1 (c)(3 ). 

The Articlcs o r  Incorporation submitted indicate that you were incorporated under the 
Stntc of *****  ~ Noriprotit Ia..vs on ******  **  ****. 

An anicndnlent to tlic Articlcs was approvcd by the Secretary of Staic of******  on **** 
* *  ***** * u'llich changed tlir .orporntion from a stock holding corporation to a non-stock hold i~~g 
corpor;ition. 

Thc orgariizntion has nr)t criziigcd in any actit .ty thus fnr. 

Tlic 170rrn 1023 lists the orgrlnization's prinlary activities ns follo\tts: 
- I'rovidc the ho~iiclcss ant! poor with job training. 
- r'rovidc trainccs \vith housing. 
- I'rovilic rilcals and clotlllrig to rhc nccdy. 
- Obtiiin f'cicilitics to ~)rovi(lc tlic scrviccs outlined. - .  

Scction 1 V, part .r\ of the Articlcs of Incorporatiotl indicate that the organiiaiion ~ I I I  
"sup~rvisc. direct arid sponsor Iillmanitarian and Cllrislian education to hrlp poor and hornelcss 
pcoplc by pro\iding thcrn with housing, clothing, food, counseling. ..minor medical care.. ." 

Section 1V. part 1 oftlic Articles of Incorporation (page 3)  provides that the orgaliization 
"111 i1~  start nthcr busirlcsscs outside of the non-profit org3nization that will provide job training." 
ltcrii I oSScction IV, part I states that the purpose is to train ir~dividuals to work for major hotels 
anti  rclz:..~! t)usincsscs iiround the country. ltcrii 2 goes on to provide that the training will bc 
acco~nplishci! by "soliciting donations to build stnictures and provide food and shelter which will 
incltldc corporate llcadqiiartcrs, up to 300 hotel rooms, small convention area an? r ~ e t i i ~ g  roonis; 
rcstnurarits. Churcli, gi I1 shops acd rccrcrltiori facilitit:~ such as swimming ymols. miniature golf, 
baskctb:111, \,ollcyball, tennis, and possibly golf.." Item 3 indicates that the organization will 
pru?.idc skillell nlaliagcjncnt to providc training "in all facets of travel and car rental agencies, 
c;)riipiitcr triiining and othcr rclatrd busincsscs located off and on premises related to job training 
programs.. 

- ,  - 
Scciion V of the Articles of Incorporation (page 4) indicti~e that the "general aims shall 

bc irilplcnicntcd by pcmc!lat counseling of Bible study, Sunday schools, Si~ndav worship services, 
by nciphbor.tlood ccnicrs. . . .." 

l'hc org;rni7ation has estimated that i t  will require $** million to build/obtain and nlri a 
rcsort (\\ ,t!~ch \ \ , i l l  bc Iocntcd i l l  ****** ) nnd iustitutc its tmiiiing programs. 

* ******  **  will operate the resort and rclatcd businesses (ix. retail shops, 
rcs~i~iirants. triivcl agency, golf course. ..) wit11 n permanent skilled staff. Department managers 
\vill bc t~scd to train selcctcd homelcss/poor in specified jobs. The trainees will follow the staff, 
observe and assist the resort employees on their daily routines. 



I t  is indicated that ** individuals would be trained (and proirided housing if needed) at 
any givcn time. 

The organization's nnticipatcd sourccs of funding arc identified as: 
- Fcdoral/state grants 
- Donations (of cash, land, real estatc, personal property) 
- Eamings from cornmercial/residential facilities and other busincsscs operated. 

The organization expects the proceeds from the retail serviccs (resort and shopl) to 
suppol? thc training prograllls of thc organization. 

ISSUE: 

Docs the organization qualify for cxcnlption from Fcderal incumc tax as an organization 
dcscrihcd in scction 501 ( c ) ( 3 )  of tllc Intcmal Rcvcnuc Codc? 

Scction 50l(c)(3) of the In :ma1 Revenue Codc descdbcs ccrtain organizations cxcnpt 
from income [ax under scction 50t(nj and rcads in part as follows: 

"(3) C:orporations, and rny conimUnity chcst, fund or foundation organized and opcratcd 
csclusivcly for rcl~gious, charitable, scientific, testing for public sdfcty, litcrary or ctlucationiil 
purposcs. or to fostcr national or intcma:ional anlateur sports compc!ition (but onlv if no part of 
its nctivitics ir?vol\~c thc provision of athletic facilities or equipment), or for thc prcvcntlon of 
cr-uclty to chil(lrcr~ or nrrirnals, no part ofthe net camings ofwhich inures to the benefit of any 
private sharcholt!cr or individuai, no substantial part of the activities of which is carrying on 
propi~ganda, or otht.nvisc attempting, to influence legislation, (except as othcnvisc providcd in 
si~bscction ( I ] ) ) ,  and which docs not participntc in  or intenrellc in (including lllc publishing or 
(!istributing of stntcments), any political campaign on bchalf of(or in opposition to) any carldi3atc 
Fo: public ofticc." 

Scctiorl 1.50 1 ( c ) (3 ) -  I (a)( I) of thc it:come tax Regulations provides that in order to be 
cxcmpt as an organization described i n  section 501(c)(3), an organization must be both organized 
and operated cxclusivcly for one or morc of the purposes specified in such sections. If any 
organization fails IO mect cither tlrc organizational test or the operational test, i t  is not cxcmpt. - .  .L, 

Sectio~i 1.50 1 (c)(3)- l (b)(l )(i) of the income tax Replations provides that an 
organization is organized exclusively fix onc or more cxenipt purposes only if its Articles of 
organizatiorl (a) l~nlit thc purposcs of such organization to OIIC or more cxempt purposes; and (b) 
do not c s r   sly cmpowcr the oryaniziition to engage othenvise than an insubstantial piArt of its 
ncti\~itics, in acti\,it~cs which in thcniselves are not in furtherance of one or morc cxempt pilvsse. 

Scction 1.50 l (c)(3)- 1 (c)(l ) of thc income tax Regulations providcs that an organization 
tvill bc rcgardcd as "opcratcd exclusively" f ~ r  one or more cxempt purposcs only if it engages 
primarily in activities which accomplish. one or more of such exerxpt purposcs specified in 
scction 50l(c)(3). An organization will not be so regarded if morc rhan an insubstan~ial part of its 
activitics is not in t'urthcr,-.nce ofan exempt purpose. 

Page 2 01'4 



Scction 1.501(~)(3)-1 (ti)(2) of the incomc &x Regulations defines the term "charitable" 
as used in scction 501(c)(3) of the codc as including the relief of the poor and distressed or of the 
under-privilcgcd and the advancement of education. 

Scction 1 S O 1  (c)(3)-1 (d)(3)(i)(a) of the income tax Regulations defines the term 
"cducational" as including the instruction or training of the individual for thc purpose of 
itnproving or dcvcloping his capabilities, 

Scction 1.502-1 of the income tax Regulations provides that an organization operatcd for 
thc primary purposc of carryir~g on a trade or business for profit is not exempt under scction 501 
on thc grounds that all prolits are payable to the section 501 organimtion(s). 

Revcnue Ruling 73- 127, 1973-1 CB 221 describes an organization opcnting a rctail 
Eroccry outlct storc providing on-the-job trainink iu unemployed individuals. It was dctermincd 
tli ;~t  tlrc opcrntion of thc rctail storc was not a recognized charihblc purposc and that ttlc sizc nntl 
riianncr of thc opcration of thc storc constituted in itself an independent objective of thc 
orgar1iz;rtion. 

In Rcvcnirc liuli~lg 73- 128. 1973-1 Cl3 222, an organization formed to provide 
cducnlional and vocational training and guidance was cnn:v:cred engnging in activities of thc 
charitable arid cducal~onal naturc and thercforc exempt underSIRC 501(c)(3). Although the . 
training program ccntcrcd alound tile mant~facturc and sale ofa  line oft  ry products, i t  was held 
that the nlanufacturing ar .J merchandising opcration was a means of occonrplishing tk, 
organization's tlcclarcd charitable objective. Not only was thcre a clear and distinct causal 
rzli~~ionship bctwccn tnc rnanufactdring activity and the training of thr individuals, but thcre was 
no cvidcncc !!:at the scille of the endeavor was on a largcr scalc than reasonable necessary to 
a c ~ ~ n i p l i ~ h  the organization's charitable purpose. 

111 S&aer Foundation v Commissioncr. 76 T.C. 3 S O m  it was hcld t!rat if nn activity 
sc-r\-cs a suhs~antial noncxenipt purposc, tlrc orz?nization does not qualify for exempic,, c v r l l  if 
tlie activity also furthers an exenipt purposc. 

In  Dcttcr Rusincss Durea11 of Washin~tw, DC v. U n & & & & ,  326 U.S. 279 (1945) it 
tvns hcld tllat n singlc noncxcnrpt purposc that is substa~~tial in nature will prccludc cxcrnption. 

All of tllc -,rccerng Codc sections, Regulation sections and court cases describe the 
criteria under which 2'1 crganization may be exempt under section 501(c)(3) ofthe Internal 
Kcvcnue Codc and when an organi~ition ia decmecl not to he exempt under section 501(c)\3) of 
the lntcrnal Rcvcnuc Codc. 

In  order to qualify for excnlption under section 501(c)(3) an organization must be both 
org;~riizcd ;1nd opcratcd exclusively for one or more sf t l~e purposes specified in that section. 

Thc organization's purposc of providing job training for tbe poar and homeless does 
constitute a cllaritablc and educational purpose within thc mcanit~g of section 501tc)(3) of the 
Cotlc and scctions 1.50 1 (cJ(3)- I (d)(2j and 1.50 1 (c)(3)- I(d)(3)(i)(a) of the Reguiati~~ns. 

Page 3 of 4 



However, the organization's ownership and operation of a resort and related businesses to 
provide hotel services, travel services (travel agency, car rental agency), retail services (stores) 
and entertainment (golf course) to the public is not a nxognized charitabIe/educational purpose or 
in this instance an allowable means to furthe; the exempt purposes. Although the job training 
involvcd requires a suitable on-the-job training setting, the scope of the "resort" operation and the 
relatcd facts of the case indicate that the "resort" is in itself an independent objective of the. 
organization and its primary activity. The "resort" operation is conducted on a much larger scale 
than reasonably necessary, if necessarj at all, for thc performance of the organization's job 
mining program. Tile "resort" would be charncterizcd as the operation of a tradehusiness. 
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